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THE SMALL BUSINESSMAN AND
HIS ACCOUNTANT
By MARY F. HALL, C.P.A., Washington, D. C.
holdings. Being the curious type, he started
checking back to payrolls, and the full story
was soon disclosed. The illustration is not
designed to frighten you, but rather to give
you an example of the type of problem
which can beset management, particularly
if internal control is inadequate or non
existent.

How to use an accountant as an aid to
profitable management and to provide ade
quate accounting records and methods are
of primary importance to the small busi
nessman. We can begin with discussing
what your accountant is—and is not. Your
accountant is an independent professional
person. His task in the usual audit of your
records is to examine sufficient evidence to
allow him to express an opinion as to
whether or not your statements present
fairly the financial position of your business
at a given time and the results of its oper
ations for the period then ended. His task
is not to find every nickel and dime error
that may exist in your records. He is not
a policeman primarily charged with detect
ing irregularities. This is not to say, of
course, that in the process of an engage
ment he does not turn up a certain amount
of wrongdoing, caused by unwitting errors
or as a result of deliberate acts of defal
cation.
A situation comes to my mind involving a
bookkeeper in a business where, due to over
time work, the payroll checks were seldom
for a fixed amount from week to week.
Consequently, the amounts deducted for
withholding taxes also varied from week to
week. This ingenious young lady made all
deductions from gross pay properly and re
mitted to Uncle Sam the exact amount
which had been deducted from paychecks.
In posting to the individual employees’ pay
roll earnings records, however, she posted
a dollar less than the amounts actually with
held to the credit of a number of employees,
and carefully posted the total of these un
derpostings as an overposting to her own
record. At year-end the W-2’s total equalled
the amount which had been paid in to the
Internal Revenue Service. Since his pay
fluctuated from week to week, no employee
noticed that he had a few dollars more with
held during the year than was shown on his
W-2. Our culprit was then in line to re
ceive several hundred dollars refund on her
own income tax ‘overpayment.’ This neat
little scheme was upset when a young assist
ant on the examination of the company
happened to drop a handful of W-2’s, and,
as he picked them up, noted the bookkeeper’s
form showed a very large amount of with

Your Management Team
What can your accountant do for you as
a part of your management team? He can
be of great value to you if you consider him
in a capacity beyond that of auditor—as
an important addition to your line-up of
management talent. In every business at
one time or another, the problem of install
ing a new accounting system, or refurbish
ing and revamping the present accounting
system in the interests of efficiency and
economy must be dealt with. There are a
number of reasons why your accountant can
be of value to you in this undertaking.
First, he knows your business, your meth
ods of operation, the approximate limits of
your present personnel’s talents, and the
availability of any necessary additional per
sonnel. Secondly, he is technically qualified
to give you advice, both through his edu
cational background and through his prac
tical experience. For example, in the calen
dar year 1955, I performed work on the
accounts of no less than 64 separate busi
ness firms. Now you might say, “So what?
You still haven’t had a business just like
mine to contend with.”—and you may well
be right. But whether your business be
manufacturing and selling ice cream or
retailing ladies’ lingerie, specific elements
of your accounting system will certainly
benefit from your public accountant’s wide
range of experience. Thirdly, the public
accountant has the advantage of having an
independent viewpoint, of being an outsider
as it were. He is less likely to lose effi
ciency by throwing a little business in the
direction which might most benefit him per
sonally or by making less than the best use
of the personnel, due to inevitable personal
prejudices—however innocent.
Nearly all business is concerned with the
extension of credit and the collection of
receivables. How adequate are your col
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lection procedures? Who passes on the ex
tension of credit? Does credit get ok’d
before merchandise is out of your shop?
Do you receive a monthly aged trial bal
ance of receivables and is it used as the col
lection instrument that it should be? That
is, is it reviewed in detail by a responsible
official and are you certain that every effort
is being made to collect?
When business is good, sales are high,
and the tendency is to neglect the collection
end of business. Reflection tells you that
a high volume of sales is simply a largescale give-away program if proper collection
procedures are not put into operation. If
you are in doubt as to how to go about man
aging your receivables, call your accountant
for his advice. His observation of other
systems will provide yardsticks to use in
the granting of credit and procedures for
getting those delinquent accounts collected.
Many businesses have about as much
money invested in plant and equipment as
in any other balance sheet items. If your
plant and equipment had been destroyed last
night—by, to be dramatic, Hurricane Ha
zel’s younger sister—what information
would you have today? Would you be able
to come up with an accurate record of fixed
assets? Would you be able to show such
items as original cost and date of purchase ?
Insurance companies have to have a basis
for determining amounts to be paid on
damage claims.
That is the unusual or catastrophic situ
ation. As a day to day matter, do you have
effective control over plant and equipment
items? We lay great stress on taking in
ventories of merchandise and supplies, but
have you ever considered a physical check
of your equipment? A small utility com
pany which I examined recently showed a
balance sheet item at the end of the year
of about $48,000 in ‘Transformers—Not In
Active Service.’ There was no record of
where these valuable pieces of equipment
actually were. One of these transformers,
I found, had cost slightly over $7,800. Do
you have physical control of this type of
item?
What is your capitalization policy for
equipment? Your accountant can guide you
in setting up a realistic policy along this
line. Perhaps you will decide together that
only items of a capital nature should be cap
italized which cost $100 or more. This may
seem of minor interest, but, if you could
look into the detailed records of one com
pany which sets up a separate fixed asset
card for an item as small as a stirring rod
used in the mixing of a photo developing

solution (cost 15c) and carefully depreci
ates it over a 10-year period, you could liter
ally see the foolish, costly extremes which
can so easily creep into this and other
phases of record keeping.
Adequate plant and equipment records are
also important when there are sales, retire
ments or trade-ins of equipment. For prop
erly recording sales, retirements or other
dispositions it is essential that original cost,
date of purchase and depreciation figures be
available.
Do you have an annual audit made but
still cling to the practice of having your
company accountant or bookkeeper make up
the tax returns? We all know that taxation
is a large and very complex field. It will
be a money-saving proposition in the longrun to put your tax problems in the hands
of your accountant. He works with taxes
continuously, subscribes to various tax ser
vices and must generally keep abreast of
what is new in the tax situation. Your
bookkeeper, however excellent, is too con
fined by his regular day to day duties to
have the variety of experience that may be
necessary to save tax dollars for you. Tax
wise also, don’t be afraid to talk to your
accountant ahead of time when contemplat
ing a business transaction. He may be able
to point to ways of tax avoidance, not of tax
evasion. By this I mean that he may be
able to help you avoid having taxable in
come as contrasted to evading the payment
of taxes on legally taxable income. Let us
say that you plan to dispose of a piece of
business equipment. Do you know that trad
ing in your old equipment on the new in
stead of selling the old equipment and then
purchasing new equipment with the pro
ceeds may make a difference taxwise?
Almost any business firm finds it neces
sary to make outside financial arrangements
from time to time. Whether you finance
through your bank or otherwise, your ac
countant can point out the sources of financ
ing open to you and can be of material help
to you in your negotiations with your
banker or other financing medium.
An expansion program is often considered
by the small businessman. First, be sure
to consider whether you can afford to do it.
Discuss with your accountant the effect that
taking on additional business will have on
your working capital. Perhaps your sales
would be doubled. Can you afford to have
twice as much tied up in accounts receivable
as you have at the present time? Those
in the construction business, for example,
know how tight your working capital can
get if you take on a sizeable government
5

Are department heads given the details of
costs for their departments ? Are they held
responsible for keeping those costs in line?
Do you discuss with them, not only the gen
eral facts when their costs are too high—
but also, item by item, where economies can
be made?
Many records other than the books of ac
count are essential to a business. Two of
the most basic business operations are the
receiving and shipping of merchandise.
What kind of records do you use? Upon
receipt of merchandise, the receiving clerk’s
records should carry sufficient information
regarding such items as quantity, size,
weight, quality, and price as to insure that
the invoice requesting payment may be
compared in detail with the receiving rec
ords. Prenumbered receiving tickets for all
merchandise received—without which no
merchandise invoiced will be paid—main
tain the best control. Numerical control
of the receiving tickets is a function of the
accounting department. If such a system
is impractical, the receiving invoice should
be initialed by the person receiving the mer
chandise in order to fix responsibility. The
other side of the picture is shipping mer
chandise out. Here again a variety of sys
tems may be used. A satisfactory system
should include records which insure that
everything that is shipped out is billed and
that the quantity, size and price per the
billing are exactly what was shipped.
Do you have proper inventory records?
Proper inventory records will enable you to
do the following things:
Determine velocity of turn-over by styles,
sizes, colors, etc.
Warn you against over-buying.
Indicate to you which items to push for
sale, or to put in for clearance if ob
solescence is imminent.
Give you proof positive of inventory
shortages for the purpose of making
claims for fidelity bond losses.
What other records do you need beyond
the ordinary account books? What about
the keys to your establishment? Do those
people who have keys sign for them and
are they responsible for them? When a
person leaves your employ will your records
verify that he has returned all keys in his
possession ? Do you have time locks on your
doors so that you know who comes in and
out of your place of business after hours?
What about your investment records ? Can
you identify the cost of a particular security
when you wish to dispose of it? For tax
purposes particularly these very important
records should be kept.
(Continued on page 18)

contract and have all of your working capital
in government receivables. The receivables
are good, but until the red tape is unwound
and payment thereon is forthcoming—you
still have to meet the payroll every week.
After expansion, you may find it neces
sary or desirable to install bookkeeping
equipment, a mechanical payroll system or
even to reorganize your entire office lay-out
and procedures. Excellent as may be the
assistance offered by the companies selling
such equipment and systems, each company
is after all interested in selling its own
products. For impartiality and advice on a
broad base of experience, consult your ac
countant. He will be familiar with the prod
ucts of various companies and can give you
an unbiased comparison of the relative ad
vantages or disadvantages as applicable to
your particular operation. His knowledge
of your business coupled with his wide ex
perience in many businesses renders his
assistance and advice on problems of office
procedures and lay-outs well worth con
sidering.
Setting pay scales and developing profitsharing plans are two more of the areas
where your accountant can be “signed on”
as a member of your management team.
Whatever your management problems may
be—consider discussing them with your ac
countant.

Adequate Records
The keeping of financial accounts has
two major purposes; to give management an
historical record of what has happened in
the past as a basis for making decisions on
how to profitably conduct affairs in the
future and to fulfill tax requirements. Ful
filling tax requirements needs no elabora
tion. Use of historical records does. As a
practical matter, how do you use this infor
mation? Do you receive a monthly state
ment? Comparison of operating results of
one month with the preceding month and
with comparable periods in prior years can
give management a very valuable picture
of how the business is progressing. To be
a tool of management, it is important that
monthly financial statements be prepared in
sufficient detail to be of practical use. For
example, in the retail business, how many
of you know what is actually charged in
to the “Store Supplies” account, which va
ries from month to month and year to year
depending on volume?
Perhaps your business operations would
be better suited to departmentalized
monthly statements. After you get the state
ments into their most useful form, use them.
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in providing a system of adequate records
and procedures, and establishing adequate
methods—or internal control.
*
*
*
(Continued from page 15)
cents or more is cancelled by perforation,
three parallel incisions shall be made
lengthwise through the stamp with some
sharp instrument after the stamp has been
affixed. However, the stamp shall not be
so defaced as to prevent ready determina
tion of its denomination and genuineness.”
Truly, the accountant’s responsibility
regarding transfer taxes is no small mat
ter and should not be ignored.
*
*
*
(Continued from page 17)
and should be guided by the progress of the
older professions.
Because we are the fastest growing pro
fession in the nation, we are falling heir
to the difficulties experienced by some of
these older professions during their de
velopment. And perhaps the first lesson is
that a period of growth is a good time to
redouble our professional vigilance. Other
professions suffered from a few unethical
practitioners who took advantage of the
laxity that generally accompanies expansion.
Today, many businesses and some pro
fessions are coming to grips with the prob
lems born of inadequate self-regulation. It
is common knowledge that government reg
ulations begin where self-regulations end.
While government regulation is sometimes
necessary, I doubt that any of us would
like our Federal officials to assume the
complete regulation of our profession. No
one knows our needs and limitations better
than we.
This brings us to the final similarity of
our code to those of other professions: The
effect it has on public opinion. A code of
ethics over a period of time tends to be
come a stamp of integrity. Membership in
a professional association which demands
high standards of conduct is recognized as
voluntary acceptance of the responsibility
for right action. A code of ethics, particu
larly if well publicized, is a major factor
in bringing about public acceptance. This
is best exemplified by the tremendous effect
the Hippocratic Oath has had in assuring
the public of the doctor’s standards of con
duct.
As our profession expands in numbers
and in usefulness, we are becoming in
creasingly aware of the fact that a welldefined code of ethics is an asset to us and
to society. It helps us earn our daily bread
—and our place in the sun.

(Continued from page 6)

Adequate Methods
Hand in hand with adequate accounting
records is the matter of internal control.
A system of internal control implies that
accounting records, procedures and related
details are organized in such a way that no
part thereof is under the absolute and in
dependent control of one person, but rather
that the routine work is so interlocked that
individual duties are interdependent, and
that a more or less continuous check on dayto-day transactions is provided. The ob
jectives of such a system are to minimize
the possibility of error and to provide for
the speedy detection of fraud.
Have your accountant help you with the
application of the basic principles of in
ternal control to your business. Good in
ternal control is important to your business
not only from a business standpoint, but
also from a moral and ethical one. “Let
us not lead them into temptation.” Most
defalcations are the result, at the beginning,
of small temptations. From a moral stand
point, embezzlements and defalcations are
usually only thought of from the employer’s
standpoint. But have we ever given real
consideration to what happens to the unfor
tunate employee? Not only has the employer
suffered a loss, but a human being may have
been ruined for life. It is my opinion that
in many cases of defalcation, the fault lies
partly with the employer who let a small per
son, and by small I mean small in character
and in thinking, get involved in a situation
where the temptation was too great for his
strength; where adequate internal control
would have lessened the temptation and
probably have prevented a loss not only to
the business but also the loss—ruin of a
human being who could have remained a
fairly valuable employee.
There is also a ‘gray’ area in this sort of
situation, where an old and valued employe
has not done any serious embezzlement, but
he has more or less succumbed to petty temp
tation. What happens? An old and valued
employee is fired under a cloud and with a
good deal of embarrassment and many times
real regret on the part of the employer.
This creates bad morale among all employ
ees, and bad morale costs money. Internal
control is helpful in protecting the employee
from himself and in saving the employer
money.
To summarize the main topics of this dis
cussion, your accountant by reason of his
education, experience and independent view
point is well qualified to assist you in mak
ing a wide variety of management decisions,
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